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INTERNATIONAL ECONOMIC 
COMPARISONS 


Summary of U.S. 
Economic Conditions 


Business investment spending continues to rise, 
boosting income and employment. The largest 
employment gains were recorded in the retail trade and 
services sectors. 

Nonresidential fixed investment increased by 11.8 
percent in 1993, and producers’ durable equipment 
investment increased by 16.3 percent, according to the 
Department of Commerce's latest GDP release. A 
Department of Commerce survey indicates that the 
expansion will continue. The survey shows that U.S. 
business plans to increase investment spending in new 
plant and equipment by 8.3 percent in 1994. The new 
level of planned spending for 1994 is $634 billion, up 
from $586 billion in actual investment spending in 
1993. 

Manufacturing industries plan a 6.9-percent 
increase in current dollar spending in 1994, following 
an increase of 3.0 percent in 1993. Durable goods 
industries plan a 10.8-percent increase in 1994. Product 
groups for which large increases are planned include 
blast furnaces, motor vehicles, electrical machinery, 
and stone clay glass. Large decreases are planned for 
aircraft, nonferrous metals, nonelectrical machinery, 
and fabricated metals. Nondurable goods industries 
plan a 3.7-percent increase in spending in 1994. Large 
increases are planned in rubber, chemicals, textiles, and 
paper. 

Personal income increased at a seasonally adjusted 
annual rate of $36.1 billion (0.6 percent) to $5.71 
trillion in May 1994, following similar increases in 
April and March. Disposable personal income 
increased by $60.2 billion (1.2 percent) to $4.98 
trillion. Personal saving increased from $193.7 billion 
in April to $236.3 billion in May. Saving amounted to 
4.7 percent of disposable personal income. From 
January to May, personal income grew by 3.6 percent. 


Employment registered large gains in retail trade 
and services, raising analysts’ concerns over tight labor 
markets, rising labor costs, and higher inflation. 
According t© a Department of Labor survey of 


business establishments, the number of payroll jobs 
increased by 379,000 in June. Three-quarters of the 
gain occurred in the services and retail trade industries. 
Manufacturing employment also showed strength. 
Building on a slow growth trend, manufacturing 
employment increased by 34,000 jobs. Virtually all of 
this improvement was in durable goods industries, 
including fabricated metals, industrial machinery, 
electronic equipment, and motor vehicles and 
equipment. Employment declines continued in aircraft 
and other defense-dependent industries. 


Construction added 16,000 jobs in June. Monthly 
job increases have averaged 31,000 in 1994 compared 
with an average of 19,000 in 1993. However, gains in 
construction employment have slowed in the last 2 
months, following the increase in interest rates. 
According to estimates reported by the U.S. Bureau of 
the Census, starts of privately owned housing declined 
by 10 percent in June compared with their level in May 
and single family housing starts fell by 3 percent. 


Nominal retail sales adjusted for seasonal 
variations increased in June by 0.6 percent from the 
previous month and were 6.6 percent above June 1993. 
Total retail sales during the second quarter of 1994 
were 6.8 percent above the level of sales during the 
corresponding quarter a year ago. Durable goods sales 
in June increased by 11.4 percent and nondurable 
goods sales increased by 3.7 percem compared with 
their levels in June 1993. 


Relatively high rates of growth in the United States 
resulted in a surge in U.S. imports. (For details, see the 
section on trade developments.) From January to May 
1994, U.S. exports of goods and services totaled 
$276.6 billion and imports totaled $318.6 billion, 
resulting in a Cumulative trade deficit of $42.0 billion. 
Nonetheless, improved prospects for economic growth 
in Europe and in Japan could work in favor of 
increased exports and the narrowing of the trade deficit 
in the forthcoming year. (For details, see the section on 
prospects for growth in the OECD countries.) Also, the 
declining value of the dollar against the Deutsche mark 
and the Japanese yen could help reduce the U.S. trade 
imbalance. 


August 1994 


U.S. Economic Performance 
Relative to Other Group of 
Seven Members 


Economic Growth 


Real GDP—the output of goods and services in the 
United States measured in 1987 prices—grew at a 
3.7-percent annual rate in the second quarter of 1994, 
following a revised annual rate of 3.4 percent in the 
first quarter. 

The annualized rate of real economic growth in the 
first quarter of 1994 was 2.9 percent in the United 
Kingdom, 2.2 percent in Germany, 4.2 percent in 
Canada, 1.9 percent in France, and 3.9 percent in 
Japan. In the fourth quarter of 1993, the annualized rate 
of real economic growth was 3.2 percent in ltaly. 


Industrial Production 


Seasonally adjusted U.S. nominal industrial 
production rose by 0.5 percent in June, following an 
increase of 0.1 percent in May and of 0.2 percent in 
April 1994. A surge in the demand for electricity 
because vf unseasonably hoi weather resulted in a 
sharp increase in utilities output. Apart from the rise in 
utilities production, total industrial output increased by 
0.1 percent in June. Total industrial production 
increased at an annual rate of 4.4 percent in the second 
quarter, down from an 8.3-percent increase in the first. 
The slowdown in the second quarter resulted from a 
decrease in the seasonally adjusted production of motor 
vehicles, which was hindered by capacity constraints. 
For the year ending June 1994, total industrial 
production was 5.8 percent above its level in June 
1993. 

Manufacturing output increased by 0.2 percent in 
June, about the same as in May and April. Excluding 
motor vehicles and parts, factory output rose by 0.2 
percent, down from the 0.5-percent gains in May and 
April. The slower rate of increase in June reflected a 
softening of nondurable output. Manufacturing output, 
excluding motor vehicles and parts, grew at an annual 
rate of 7.5 percent in the second quarter, up from an 
annualized growth rate of 5.75 percent in the first 
quarter. 

Total capacity utilization in manufacturing, mining, 
and utilities edged up 0.3 percentage point in June to 
83.9 percent, mainly because of the increase in 
electrical output. For the year ending June 1994, total 
Capacity utilization increased by 2.3 percent. Capacity 
utilization in manufactu ing was 82.8 percent in June, 
virally unchanged from its level in May and 
2.7 percent above its level in June 1993. 
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Other Group of Seven (G-7) member coun. iries 
reported the following annual growth rates of industrial 
production: for the year ending May 1994, Japan 
reported a decreas: of 1.3 percent; Germany reported 
an increase of 1.¢ percent; and the United Kingdom 
reported an increase of 3.9 percent. For the year ending 
April 1994, France reported an increase of 3.3 percent, 
and Italy reported an increase of 6.7 percent. For the 
yea: onding March 1994, Canada reported an increase 
of 2.4 percent. 


Prices 


The seasonally adjusted Consumer Price Index 
increased by 0.3 percent in June, following an increase 
of 0.2 percent in May and of 0.1 percent in April 1994. 
The CPI advanced 2.5 percent during the 12 months 
ending June 1994. 

During the 1-year period ending June 1994, prices 
increased by 2.9 percent in Germany, 0.8 percent in 
Japan, 1.8 percent in France, 3.7 percent in Italy, -0.2 
percent in Canada, and 2.6 percent in the United 
Kingdom. 


Employment 


The U.S. unemployment rate was 6.0 percent in 
June 1994, the same as in May. It increased slightly to 
6.1 percent in July. 

In other G-7 countries, unemployment in June 
1994 was 8.4 percent in Germany, 9.4 percent in the 
United Kingdom, 10.3 percent in Canada, 11.6 percent 
in Italy, 12.7 percent in France, and 2.8 percent in 
Japan. (For foreign unemployment rates adjusted to 
USS. statistical concepts, see the tables at the end of 
this issue.) 


Forecasts 


Forecasters expect real growth in the United States 
to average around 3.0 percent in the third quarter and 
2.9 percent in the last quarter of 1994. Real growth is 
expected to slow to 2.7 percent in the first quarter of 
1995. Factors that are likely to restrain the recovery in 
1994 include the impact of rising interest rates on new 
investment, Output, and incomes; the contractionary 
impact of cutting the budget deficit; the decline in 
Government spending; and the general slowdown in 
foreign economic growth, particularly in Japan and in 
Germany and other EU countries, which is expected to 
continue into 1995. Table 1 shows macroeconomic 
projections for the U.S. economy from April 1994 to 
March 1995 by four major forecasters and the simple 
average of these forecasts. Forecasts of all the 
economic indicators except unemployment are 
presented as percentage changes over the preceding 
quarter on an annualized basis. The forecasts of the 
unemployment rate are averages for the quarter. 
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Table 1 
Projected changes of selected U.S. economic indicators, by quarters, Apr. 94-Mar. 95 
(Percent) 
UCLA 
; Business Merrill Mean 
Fore- h Regional Wharton of 4 
Project al Financial EFA 
Period Markets casts 
GDP current dollars 
1994 
ADIUN@ 2... c cece eens 5.8 6.0 6.5 4.4 5.7 
duly: pesnceseesouseeeeset 44 5.4 5.4 5.4 5.1 
Poceeeveseeseessessees 4.7 5.3 5.6 5.2 §.2 
1995 
Pre 45 5.6 5.9 6.0 5.5 
GDP constant (1987) dollars 
1994; 
Apr.JUN@ 2... cece ees 3.9 3.5 3.3 2.6 3.3 
July-Sept. 0... 3.1 3.1 2.8 3.1 3.0 
ME SO0G0s 00000c0eeeree0 3.3 3.0 2.5 3.0 2.9 
1995: 
SEED coceececcececcenecees 2.4 2.8 2.6 2.9 2.7 
GDP deflator index 
1994: 
Wn Sept TrTTTTTITiTi TTT te | YY : i } : | 
uly-Sept. .............. 0. eee 
DEED See eneneerseceennees 1.3 2.3 3.0 2.1 2.2 
1995: 
Jan-Mar, 2.0... 2.0 2.7 3.2 3.0 2.7 
Unemployment, average rate 
1994: 
Aer peeeesercereseeceds: $2 $8 yi} : 4 : : 
uly-Sept. ... 0.0... eee ; ' 
ool eSeoereecescesseees 5.8 6.5 6.3 6.2 
1995: 
Jan-Mar... 6... cece eee 5.8 6.4 6.0 6.2 6.1 
Note. —Except for the unemployment yyy A in the yaee geen ates annual rates of 
change from preceding period. Quarterly iy adjust ed. Date of Precasts: Juy 1994 


Source: Compiled from data provided by the Conference Board. Used with permission. 


The average of the forecasts points to an Economic Outlook of June 1994. Economic growth is 
unemployment rate of 6.3 percent in the third gathering strength, particularly in the United States 
quarter of 1994 and of 6.2 percent in the fourth quarter. where output continues to grow at a healthy pace and 
Inflation (as measured by the GDP deflator) is unemployment continues to decline. Inflation is 
expected to remain subdued at an average rate of about projected to remain low in Europe but rise slightly in 
2.2 percent during the second through the fourth the United States. In Germany, output growth will 
quarters of 1994. Productivity growth combined with @ = remain weak and unemployment high. In Japan, output 
slow rise in labor costs are expected to hold down the = growth will remain weak because of the continued 


rate of inflation during 1994. decline in net exports owing to the appreciation of the 
7 table 2). 
: Economic Prospects of OECD yen (ble 2) 
Countries 


The prospects for economic growth seem to be 
improving, according to a forecast by the OECD 
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Table 2 
Economic indicators for OECD countries,’ seasonally adjusted at annual rates, 1993-5 
Projected 
Actual 
1993 1994 1995 
Percent change from previous period 
total domestic demand 
Tn ntnnteetesesencseessecnsecnsnnscenncnnseseceseses 3.8 44 3.0 
iehthtttth een eeeeeeneeneneesseanenenansnseeuananens 74 Hy YY: 
SEED SeneeernonssooNEIOSnoROnOSSSSSURNERIODIORONID “1.2 1.1 2.6 
CC Ee 1.1 2.6 3.6 
Percent change from previous period 
Real GDP: 
i i...c¢cececegeencnsescescensereessecenessseseceses 3.0 4.0 3.0 
bbbnerebeseuneesseseseesneseheeenesseesseess es seeests ry y 
ke tinan eetereeteteenenes nreenenteabenttenenen 0.2 1.9 2.8 
PEED Scerboeeeceseecenssseceseeencereseenscesceceesces 1.2 2.6 2.9 
Percent 
Inflation: 
EDS 5 006.0:500:00960004000000000000000000000000000000008 + .i ry 
BO iia aisiiseessssssssscccscccsccecsesecssnssce 3.9 2.8 2.0 
OECD Europe (excl. Turkey) ........ 6. ccc ccc eee cece eeens 3.6 2.9 24 
NINN TTTTTT TT TTT TTT TT ET TTT TTT TTTTT TTT Terre 3.4 3.5 3.3 
Percent of labor force 
Unomemymert: 
ENG 69900090060000000. eeceereeeereeeeeeseceeeseoeses ry ry: ry 
Bi aaagroessssesssssescvsssvessssesesesccssssaveseesers 8.9 10.0 10.0 
ED 04:44-40000000040000000000060000000000000000000002 10.7 11.7 11.8 
SEED 6606000000000 0000000000000000 beeceeceseececcees 8.2 8.5 8.3 
: Percent of GDP 
Current accounts 
S066044494400000600090000000000000600000000000008 ti ti i 
Germany SIIITEr Te resecerneeeeeerennwencenonenensnwnonaeeee. ay 0.7 0.2 
SS 06:6:0.06606900006600000000000000000000 00000000080 0.3 0.7 1.0 
DT? ceeneencceesennencssseseeeeesacesecesescoceseess 0.1 0.1 0.1 
Percent 
Short-term interest rates 
ST 66460600000000000909000000000000000000000000008 ys ry $ 
Germany i) \ Gamieounenehinneseeensahennseehebeneeteseesocnce THE 43 
Percentage change from previous period 
Pb tennbeneseceemeneenreteensnesgscs sg6nenssensseesss 3.3 6.7 7.2 
' United States, Japan, OECD Europe (Germany, France, Italy, United Ki , Aust.ia, Belgium- Luxembourg, 
Finland, Greece, iceland, ireland, the Netherlands, Nonvay, , Spain, Sweden, erland, and . 
Turkey), Canada, Australia, and New Zealand. 


Source: OECD Economic Outlook 55, June 1994. 
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U.S. TRADE DEVELOPMENTS 


The U.S. Department of Commerce reported that 
seasonally adjusted exports of goods and services of 
$56.3 billion and imports of $65.4 billion in May 1994 
resulted in a goods and services trade deficit of 
$9.2 billion, $0.6 billion more than the April deficit of 
$8.5 billion. The May 1994 deficit was $4.2 billion 
more than the deficit registered in May 1993 ($5.0 
billion) and $1.9 billion higher than the average 
monthly deficit registered during the previous 
12 months ($7.3 billion). 

The May trade deficit in goods was $14.1 billion, 
approximately 0.8 billion more than the April deficit of 


$13.3 billion. The May services surplus was 
$4.9 billion, 0.1 billion more than the April surplus of 
$4.8 billion. 


Seasonally adjusted U.S. trade in goods and 
services in billions of dollars as reported by the U.S. 
Department of Commerce is shown in table 3. 
Nominal export changes and trade balances for 
specific major commodity sectors are shown in table 4. 
U.S. trade in services by major category is shown in 
table 5. U.S. bilateral trade balances on a monthly and 
year-to-date basis with major trading partners are 
shown in table 6. 


Table 3 
U.S. trade in goods and ~srvices, seasonally adjusted, Apr.-May 1994 
(Billion dollars) 
Exports imports Trade balance 
Me , Ma . Ma b 
hem rn i yn a ar 2 
Trade in goods, BOP basis: 
Current dollars— 
. Including oll ................ 0008 40.5 40.4 54.5 53.7 -141 -13.3 
. Excluding oll .................06. 40.7 40.6 49.9 49.2 9.1 -8.7 
average, incl. oi] ................. 41.0 39.9 53.9 -12.9 -12.8 
Trade in services 
Current dollars .................2.. 15.8 15.8 10.9 11.0 49 4.8 
3-month 
PPP EPPPITTITIUTTTTT Te 15.9 15.7 11.1 11.2 4.8 “4 
Trade in goods and 
Current dollars .................... 56.3 56.1 65.4 64.7 9.2 8.5 
3-month moving average ........... 56.8 55.6 65.0 64.0 8.2 8.3 
Trade in goods, 
Census basis: 
re 39.6 39.4 52.7 52.1 -13.1 -12.7 
orodugie (oat 
s season 
ally errr TT 9.4 9.9 75 7.3 1.8 2.6 


Note.—Data on goods trade are presented on a balance of qrt BOP) basis which reflects adjustments for 


timing, coversas. and valuation of data compiled by the U.S. 


trade but 


in the Census Bureau data. 
Source: U.S. Department of Commerce News (FT 900), July 1994. 


sus Bureau. The major adjustments exciude milita 
needed” 


nonmonetary gold transactions and estimates of inland freight in Canada and Mexico, not i 
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, of specified manufacturing 
Share 
Ma of Trade 
over 1 total, balances, 
Jan.- Jan.- over Jan.- Jan.- 
a Va Ma a Ma Ma 
Sector 1 1 1 1 1 1 
Billion doliars —— Percent-—— _ Billion dollars 
ADP equipment & office machinery ...... 11.9 2.3 7.7 1.3 5.8 -7.15 
Aiplanes ..... 0... ccc cece eee e eee eeees 8.9 1.4 -2.7 -30.6 4.4 7.19 
Airplane parts ........... 06. cece eee 3.9 8 1.3 -5.0 1.9 2.85 
Electrical machinery ................... 17.6 3.6 17.7 2.2 8.6 -4.03 
General industrial machinery ........... 8.5 1.9 5.4 6.8 4.2 -0.06 
Iron & steel mill products ............... 1.4 3 -0.7 10.7 7 -3.53 
Inorganic chemicals ................55. 1.5 4 -14.6 28.6 7 -0.05 
Organic chemicals ..................05. 5.0 1.1 6.8 0 2.4 0.49 
jeer machinery ........... 8.4 1.8 3.5 “1.1 4.1 0.44 
0 yoo erty apenas 8840995 44 14 +! hy Hy o 
Specialized industrial machinery ........ d ' ; . ; 
Telecommunications ................... 6.0 1.3 17.6 12.8 2.9 -5.56 
Textile yarns, fabrics, and articles ........ 2.6 6 2.4 9.8 1.2 -1.04 
Vehicle parts ..... 0... cece eee 8.4 1.9 0.1 6.3 4.1 0.26 
Other manufactured goods’............. 11.3 2.4 3.7 -4.1 5.5 -4.80 
Manufactured exports 
not included above ................... 52.2 11.0 6.1 4.2 25.5 -38.82 
Total manufactures ................ 162.3 33.6 7.2 0.5 79.3 -49.89 
Agriculture... 6... cece cece eee ee eee 17.8 3.5 -1.4 3.0 8.7 7.14 
Other exports ...... 0... eee eee eee 24.5 5.3 2.5 8.7 12.0 5.11 
Total exports of goods .............. 204.6 42.4 5.8 1.6 100.0 -47.86 


' This is an official U.S. Department of Commerce commodity grouping. 
Note.—Because of rounding, figures may not add to the totals shown. Data are presented on a Census basis. 
Source: U.S. Department of Commerce News (FT 900), July 1994. 
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Table 5 
U.S. exports and trade balances of services by sector, seasonally adjusted, Jan. 1993-May 1994 
Change 
Jan.- Jan.- 
Dec. May 
Exports 93 94 Trade b*'ances 
over over 
Jan.- Jan.- Jan.- Jan.- Jan.- Jan.- 
Dec. May Dec. May Dec. May 
93 94 92 93 93 04 
Bililon dollars —— Percent —— Billion dollars 
EE a ey eee ee 57.6 24.2 6.2 2.3 17.06 6.61 
P AE SLE CRS 1.5 6.8 -2.5 -1.0 5.13 1.69 
Other transportation .................5. 23.1 10.0 2.0 3.3 -1.35 -.43 
alties and licence fees .............. 20.4 8.6 2.4 2.3 15.56 6.11 
Other private services’ ................ 54.9 23.8 7.6 6.7 22.75 9.63 
under U.S. mili- 
tary sales contracts .................. 11.4 4.0 5.4 -23.3 0.77 -0.64 
U.S. . miscellaneous 
Diohs sh: shhhen0eneeexeeeseeces 0.8 0.4 -5.8 2.8 -1.53 -0.65 
eer ere 184.8 77.8 4.7 1.7 56.85 22.32 


' Other private services consist of transactions with affiliated and unaffiliated foreigners. These transactions 
include education, financial services, insurance. telecommunications, such technical services as business, 
ow = g Smee and data processing services and such other information services as research, engineering, 
consulting, etc. 


Note.-—Services trade data are on balance of payments basis. Details may not equal totals because of seasonal 
adjustment and rounding. 


Source: U.S. Department of Commerce News (FT900), July 1994. 


Table 6 
U.S. merchandise trade deficits and surpluses, not seasonally adjusted, with specified areas, 
Jan. 1993-May 1994 


(Billion dollars) 
Jan.- Jan.- 
ia Mp Mia Ma 

Area or country 1 1 1 1 1 
DEE S6eeesereceecescescesees -.73 93 -.82 -4.46 4.09 
Ahi nenen 440040000000008 35 01 24 90 1.49 
Western Europe ................ 1.43 -.01 31 -1.55 4.38 
European Union................ -.99 -.15 -.06 -.51 4.05 
DEED Sneecdesanessecccccess -1.22 -.87 -.70 444 -2.82 

European Free-Trade 

Association(EFTA)! ........... -.54 -.08 12 -1.61 -,80 
SSGSb6b020006000c008 000008 -4.39 -5.48 -3.70 -24.91 -2¢ 56 
DE SGhoGorcereeeesceseseeese -2.22 -1.79 -1.79 9.24 -7.49 
inte enean een see teese 1.12 -.59 -.51 -3.67 3.43 
FSU%/Eastern Europe ........... -.06 12 30 13 1.31 
Se n6654400600 6000080008 -.04 13 24 21 84 
9590b006b00000 000088 -.08 .09 18 02 .46 
SE Mita a0 0600660000 060008 -1.03 “1.07 -1.02 -3.76 5.55 
Trade balance ................. 10.70 -9.84 4.46 -47.85 35.48 


' EFTA includes Austria, Finland, iceland, Liechtenstein, Norway, Sweden, and Switzerland. 
2 NICs includes Hong Kong, the Republic of Korea, Singapore, and Taiwan. 
3 Former Soviet Union. 
Note.—Because of rounding, country/area figures may not add to the totals shown. Also, exports of certain grains, 


and satellites were excluded from country/area exports but were included in total export table. Also some 
countries are included in more than one area. Data are presented on a Census basis. 


Source: U.S. Department of Commerce News (FT 900), July 1994. 
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INTERNATIONAL TRADE 
DEVELOPMENTS 


Genuine Progress is Made 
at EU Summit Despite 
Bitter Dispute Over a New 
Commission President 


The European Union (EU) plummeted into a 
political crisis at its recent semiannual summit when 
the member countries’ heads of government and state 
failed to agree on a successor for Mr. Jacques Delors, 
the Commission President who has held the post for 
the past 10 years. The summit, held on the Greek 
island of Corfu June 24 and 25, ended in an 11 to 1 
vote for Mr. Jean-Luc Dehaene, the 53-year-old 
conservative Belgian Prime Minister. This was not 
enough to secure Mr. Dehaene the post, however, 
because such selections require a unanimous vote from 
all 12 member states. Not only did British Prime 
Minister John Major's decision to veto Mr. Dehaene’s 
candidacy offset the EU’s schedule for selecting a new 
Commission President, it also uncovered long- 
Standing internal divisions over the course of European 
integration and overshadowed progress thai was made 
in other areas at the Corfu Summit. 


At stake in the debate over the next Commission 
President is nothing less than the outcome of crucial 
decisions that the EU will face in the coming years. 
The successor to Mr. Delors will inherit more than the 
prestigious figurehead position of the EU's executive 
arm; the new President will have a strong say in the 
1996 review conference of the Maastricht Treaty for 
economic, monetary, and political union and in the 
overhaul of the Union’s institutions to prepare for an 
expanded EU of 20 or more members. In addition, he 
will lay the ground for the next 5-year EU budget in 
1999. 

Although the debate over the new Commission 
President was eventually resolved, the political 
indecision at the summit reflected poorly on the EU 
particularly at a time when it is trying to project an 
image of competence. The EU is scheduled to accept 
four new members on January 1, 1995, given that the 
possible future member countries ratify the accession 
agreement in their own national referendums. Although 


Austria has already voted “yes” to joining the EU by 2 
66.4-percent margin, the other three countries’ 
referendums will not take place until later this fall. 
Hence, it is important for the EU to project a favorable 
impression by demonstrating that it can accomplish 
tasks with 12 members before taking on 4 more. 

The EU has often been criticized for having an 
inefficient and secretive decisionmaking process, and it 
seems that the summit leaders further reinforced this 
opinion. However, the EU’s inability to agree on a new 
Commission President runs much deeper than its mode 
of decisionmaking. Rather, it stems from differing 
opinions on the future direction of the European 
Union. The main reason why the British leader, Mr. 
Major, vetoed the near-consensus vote for Mr. Dehaene 
was that he felt that Mr. Dehaene was overly zealous 
about further integrating Europe economically and 
politically, a charecteristic that the French and 
Germans find appealing but the so-called Euro-skeptics 
in Mr. Major’s Conservative party dislike. Mr. Dehaene 
has been labeled a Euro-federalist since he favors even 
Closer European economic, monetary, and political 
integration policies that the British historically have 
been slow to embrace because of perceived threats to 
their national sovereignty. 


Santer Emerges as a 
Compromise Choice for EU 


Commission President 


The renewed search for a candidate agreeable io all 
the member states was largely left up to Germany, 
which assumed the 6-month rotating EU presidency of 
the Council of Ministers on July 1. Acting on his new 
responsibility, Mr. Kohl called for an emergency 
summit meeting to be held in Brussels on July 15. 
Although a handful of names circulated as possible 
candidate choices, only Prime Minister Jacques Santer 
of Luxembourg garnered enough suppo’t from all 12 
member states. As a 57-year-old Christian Democrat 
from Luxembourg, Mr. Santer meets the three 
unwritten criteria for the successor to Mr. Delors. The 
criteria, which were agreed upon during the last 
selection round, were intended to offset Delors’ 
presidency as a socialist from a large member country. 
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Consequently, the heads of government and state 

decided that Delors’ successor should come from their 

own ranks, from a small member state, and from the 
ter-right. 

Mr. Santer is an experienced politician who has 
served as Luxembourg’s Prime Minister since 1985 
and was its finance minister from 1979 to 1985. Above 
all, Mr. Santer supports free trade, EU enlargment, a 
single European currency, and the EU social chapter. 
Mr. Santer is also a strong advocate of “subsidiarity,” 
the principle of devolving decisionmaking to the 
lowest appropriate nationai, regional, or local level. 

The decision was reached just in time for the 
President-designate to be scrutinized by the newly 
elected members of the European Parliament at their 
inaugural session on July 19. Under the provisions of 
the Maastricht Treaty, the European Parliament has 
been granted the power to disapprove the new EU 
Commission, including its President. Although there 
was the threat that the Parliament would exercise its 
newly acquired power, it approved Jacques Santer on 
July 21 by a narrow margin of 260 to 238 votes, with 
23 abstentions. Mr. Santer is scheduled to succeed Mr. 
Delors as the new EU Commission President on 
January 1, 1995. 


Progress on 11 Trans-European 
Network Projects 


Despite the time-consuming debate over the next 
EU Commission President, the heads of government 
and state did manage to reach a consensus on a few 
very important issues at the Corfu Summit. First, the 
leaders agreed to give priority to 11 trans-European 
transport network projects (TENs), which are 
scheduled to be set in motion between now 2nd 
January 1, 1996. These projects were outlined in the 
EU's White Paper on Growth, Competitiveness and 
Employment, issued in an effort to make a dent in the 
E!'s persistent double-digit unemployment rate. The 
present priority status of the projects should encourage 
the member states to remove the administrative, 
regulatory, and legal obstacles that have delayed these 
projects thus far. A report presented at the summit by 
EU Economic Affairs Commissioner Henning 
Christophersen requested an extension of the 
Christophersen Group’s mandate to work on these 
obstacles until the next European Council Summit in 
Essen at the end of the year. The report also outlined 
significant prospects for attracting private financing 
and extending the TENs to neighboring countries, in 
particular to Central and East European and to 

In addition to transport networks, the 
Christophersen Group has becn concentrating on eight 
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priority energy projects that are of strategic importance 
in completing the single market in energy. The energy 
projects generally present less of a financing problem 
and more of an administrative problem than the 
transport projects. These administrative problems, such 
as delays in authorization procedures, are often a result 
of long debates on environmental issues. There could 
also be financing problems in peripheral regions of the 
EU where the projects are less profitable than in the 
core regions. 

The eight priority energy projects were selected for 
their economic impact, their significant size, and their 
relative maturity (work could start within a period of 2 
to 3 years); however, The White Paper on Growth, 
Competitiveness and Employment lists over 50 
additional TEN projects that will be necessary to mect 
increased EU demand for natural gas and electricity in 
the coming decade, at a total cost of ECU 90 billion. 


The EU Signs Partnership and 
Cooperation Agreement With 


Russia 


Important advances were also made in the EU's 
relations with its Eastern neighbors. Russian President 
Boris Yeltsin was among the many heads of state 
present at the EU Summit. The monumental occasion 
was the signing of a broad trade and cooperation 
accord between Russia and the EU, which Mr. Yeltsin 
hailed as an important step in ending his country’s 
economic isolation. The Partnership and Cooperation 
Agreement (hereinafter Agreement), which marks a 
steady improvement in East-West ties, is considered 
the >asis for a free trade zone between Russia and the 
EU by the end of the century. The Agreement also 
supports Russia’s eventual accession to the General 
Agreement on Tariffs and Trade (GATT) or to its 
successor Organization, the World Trade Organization 
(WTO). 

The EU-Russia Agreement will lift quotas and 
other quantitative restrictions on the sale of Russian 
goods in the EU, with the exception of certain textiles 
and steel products. Since Russian tariffs on imports 
from the EU are higher in comparison, they will be 
removed more slowly, allowing Russian industry time 
to adjust. The Agreement also encourages investment 
in Russia’s flagging economy by ensuring that 
European companies receive the same treatment as 
domestic companies and by guaranteeing them the 
right to repatriate profits earned in the Russian market. 

The Agreement also provides for regular meetings 
between EU and Russian heads of Government, 
ministers, and other officials. Hans van den Broek, EU 
Commissioner for External Political Relations, 
believes that regular bilateral meetings will set the 
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European Union's political ties with Russia on a far 
sounder footing and contribute to the overall security 
and stability in Europe. He also believes that the 
Agreement, which is based on a shared commitment to 
human rights and fundamental freedom, will reinforce 
political reform in Russia. At the base of the 
Agreement is the commitment by both sides to respect 
the rule of law, protect ethnic minorities, and preserve 
human rights and a multiparty democracy, as well as to 
encourage the establishment of a market economy in 
Russia. 

The negotiations on the Agreement were 
complicated by debate in the banxing sphere and on 
trade in nuclear mateziais. Problems in the banking 
sphere stemmed from Wuich objections to a banking 
decree introduced by Mr. Yeltsin and adopted last 
November. The Dutch concerns were a result of the 
legislation’s threat to their two foremost banking 
institutions operating in Russia, Amro and ING. The 
decree imposed severe restrictions on the access of 
foreign banks and curtailed the activity of those 
already <1 Operation in the country. Under a 
comprom.z reached at the beginning of May, Mr. 
Yeltsin agreed to repeal the law by the beginning of 
1995. He also promised that the five European banks 
currently operating in Russia under licenses (Credit 
Lyonnais, Generale de Banque, Dresdner Bank, Amro 
Bank, and ING Bank) would not be adversely affected 
in the interim period until 1995. 

The other issue was trade in nuclear fuels. As ihe 
Union's largest producer of enriched uranium products, 
France feared that the Agreement would produce a 
flood of cheap Russian imports of enriched uranium. 
This fear was quelled when the French were granted a 
declaration that will safeguard France from imports in 
this sector. The issue was formally resolved at the 
meeting of Foreign Ministers in Luxembourg on June 
13 and 14 and cleared the way for the Agreement. 


Accession Treaties With Austria, 
Finland, Sweden, and Norway 


The Corfu Summit was also the site for the signing 
of accession treaties with Austria, Sweden, Finland, 
and Norway. The four candidates have now entered 
into an “interim period” during which they have the 
right to be observers in certain EU governing bodies, 
including the Council of Ministers Committee of 
Permanent Representatives and the European 
Parliament. Full membership in the EU still rests on 
ratification in each of the 12 member states and on the 
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referendums in the 4 candidate countries. Ausiria’s 
vote in favor of joining the EU is seen as likely to have 
& positive impact on the other three countries’ 
referendums, where previous polls have shown that the 
majority of people currently oppose EU membership. 
The remaining referendums have been scheduled in the 
sequence that is most likely to achieve a “yes” vote in 
ali three countries, with the referendum in Finland, the 
country with the most EU supporters, scheduled first 
and the referendums in Sweden and Norway next. 


Commitment to EU Economic 
Guidelines Renewed 


EU leadcrs also used the Corfu Summit to reaffirm 
theix commitment to the economic guidelines for the 
European Union. These economic criteria, which are 
necessary for the convergence of economies in the final 
stage of Economic and Monetary Union (EMU), 
include a budget deficit down to 3 percent of GDP and 
accumulated debt down to 60 percent of GDP. In 1993, 
Luxembourg was the only one of the 12 member 
countries that managed to achieve these budgetary 
criteria, which are stipulated in Article 104c of the 
Maastricht Treaty. Moreover, although the majority of 
the member states are now emerging from recession, 
the average public deficit is likely to remain at 5.6 
percent of GDP in 1994. National debt levels are also 
expected to rise further this year, with average 
indebtedness reaching 70 percent of GDP. In an effort 
to curb this, experts from the European Monetary 
Institute (EMI) have asked the Commission to open the 
“excessive deficit procedure” under Article 104c of the 
Maastricht Treaty. This procedure can be enacted 
against any member who fails repeatedly to get its 
deficit and debt down to the target figures and can 
result in fines or a loss of credit with the European 
Investment Bank. Unfortunately, the procedure is 
somewhat ambiguous, and it is doubtful whether it 
could be enacted against all 11 member states that 
presently fail to meet the criteria. 

In addition to monetary affairs, other items on the 
Corfu Summit agenda included the Franco-German 
plan for nuclear safety in Eastern Europe, spurred on 
by efforts to help Ukraine close down the Chemoby! 
nuclear reactor; a declaration against racism and 
xenophobia; and initiatives toward the Europol 
Organization to curb drug smuggling and organized 
crime. Although discussion on liberalizing the 
telecommunications sector was scheduled for the 
summit’s agenda, it was temporarily put aside as a 
result of the time-consuming presidential debate. 
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Shock Therapy in 
French-Speaking Africa 
Promises Success 


In early 1994, the 14 countries of the African 
Financial Community (Benin, Burkina Faso, 
Cameroon, the Central African Republic, Chad, the 
Comoro Islands, Congo, Equatorial Guinea, Gabon, the 
Ivory Coast, Mali, Niger, Senegal, and Togo) 
underwent shock therapy to restart their economic 
growth.! As part of their joint economic strategy, these 
countries devalued their common currency, the African 
Financial Community (CFA) franc. The devaluation, 
by far the largest in post-war history, caused an 
unprecedented upheaval among the Community’s 84 
million residents. However, 7 months after the 
introduction of the new economic program, which also 
includes complementary macroeconomic policies and 
measures for ec nomic integiation, reports indicate 
positive developments. international organizations and 
the industrialized democracies, including the United 
States, firmly support the Community's efforts. 
Econumic recovery in the Community could increase 
U.S. trade with the whole of Sub-Saharan Africa. 


Pressure for Action Became 
Overwhelming 


The CFA franc is freely convertible because it is 
tied to the French franc through a fixed parity. Under 
the arrangements of the Community, established in 
1948, the French Treasury pays French francs to any 
holder of CFA francs. In exchange, the African 
countries keep 65 percent of their foreign exchange 
holdings at the French Treasury. The arrangements 
ensure that the supplies of ‘he CFA franc remain in 
balance with those of the French franc. The parity of 
the CFA franc was fixed at 50 CFA francs to the 
French franc in 1948 and it remained unchanged until 
January 1994. 


The entire system, including its concomitant close 
economic and financial relations between the African 
countries and France, seemed to work to the 
satisfaction of all parties until the mid-1980s. 
However, from that time onward, the Community's 
economic and financial situation deteriorated. The 

! All of the Franc Zone countries are in Western and 
Central Sub-Saharan Africa with the exception of the 
Comoro Islands, which are located at the northern 


entrance of Mozambique Channel off Eastem Africa. The 
population of the Comoro Islands is less than one million. 
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consensus of analysts is that much of this deterioration 
could have been avoided by an earlier recognition of 
the need to devalue the CFA franc. 


Between 1985 and 1993, the Community's terms of 
trade with the rest of the world (the ratio of the average 
price of exported goods to the average price of 
imported goods) deteriorated by nearly 50 percent. 
This means that in 1993 the countries of the 
Community had to export roughly twice as many 
goods as they did in 1985 to be able to pay for the 
same amount of imports. The deterioration occurred 
primarily as a result of shifts in world market 
conditions that reduced the prices of the Community's 
most significant exports (petroleum, cocoa, coffee, 
bananas, rice, pineapple, cotton, and uranium). In 
addition, the French franc, and along with it the CFA 
franc, appreciated over the period against ihe U.S. 
doliar, the major currency used in trade between the 
Community and its non-French trading partners. To 
maintain market shares, exporters from the Community 
had to lower their already low prices to counterbalance 
the price-raising effects of appreciation. The struggling 
export sectors gobbled up the member countries’ 
productive resources, bringing economic growth to a 
halt. 


The weighted average of annual real growth in the 
Community countries was zero during 1985-93, 
compared with 2.5 percent in the rest of Sub-Saharan 
Africa. Population growth and austerity measures 
reduced the real per capita income by up to 40 percent 
over the period. Both the urban masses and the rural 
poor were hard hit. 


As the economic situation deteriorated throughout 
the Community, those with a basis abroad (mainly 
foreign investors, the local elite, and expatriate wage 
earners) wan'~’ ‘o exchange their earnings and wealth 
for French: {rancs. The increase in unilateral transfers 
created rising curemt account deficits. Even the four 
consister:: (xi surplus producers, Cameroon, Congo, 
and Gaboi:, wich export oil, and the Ivory Coast, 
which is the world’s largest exporter of cocoa and a 
major exporter of coffee, bananas, piveapples, and 
cotton, began to register deficits ir, their current 
accounts. After the Community’s monetary reserves 
kept at the French Treasury were drawn down to a 
minimum, French budgetary allocations covered some 
of the current account deficits. However, the rest of the 
deficits had to be financed. Community members 
borrowed heavily from France and other sources, and 
they ~~ k into debi. 


The total debt of the Community’s countries 
increased by an estimated 107 percent, from $27 
billion in 1985 to $56 billion in 1993. During the same 
period, total debt in the rest of Sub-Saharan Africa 
increased by an estimated 85 percent, from $72 billion 
to $133 billion. The external debt of the Community's 
countries rose from 54 percent of their combi ied GDP 
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in 1985 tw 94 percent in 1993. In the rest of 
Sub-Saharan Africa, the same index grew from 41 
percent to 55 percent. 


Although the overvaluation of use CFA franc was 
identified as a major cause for the deterioretion of the 
Community's economic situation and the increasing 
financial burden France had to bear t© maintain its deal 


At the end, the Community and France had to “bite 
the bullet.” The deteriorating external financial 
position and domestic economic situation promised no 
automatic reversal. The danger of social explosion 
from the festering economic problem became greater, 
however, than the consequences of confroniing it. 
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member countries plan to establish a free wade area 
and form a customs union. 


Initial Havoc Gave Way to 


Positive Developments 


Initially, the devaluation caused frustration 
throughout the Community. The prices of many 
imported products doubled. Some local food vendors 


number of people left the Community countries to look 
for work in Nigeria or elsewhere in the region. Losses 
in the asset value of foreign investments were 
estimated at $2 billion. 

In the 2 months following the devaluation, most 
prices of locally produced goods without major import 
content settled in the range of 10 to SO percent above 
predevaluation levels. Since imported food became 
expensive, local farmers wed to planting crops on 
land that had been left fallow for years. Measures to 
soften the impact of higher price: began to take effect, 
and new government spending began to provide an 
added stimulus to food production. 

Recent reports indicate further consolidation in the 
Community's economic situation. Farm incomes are 
rising throughout the Community, and a number of 
countries, including the Ivory Coast, the group's most 
significant exporter, have reported rapid increases in 
exports. Just as policymakers expected, foreign 
investors have begun to expand their activities to 
regain predevaluation level earnings in French francs. 
Some analysts predict the resumption of capital inflow 
into the Community in the near future. 


International Support 


The IMF, the World Bank, and the governments of 
the developed countries actively support the new 
economic program. During 1994, the IMF is expected 
to make over $600 million available to the countries of 
the Community through standby credits or enhanced 
structural adjustment programs. The World Bank plans 
to provide loans and grants of up to $1.5 billion during 
1994. France forgave $4.4 billion in debt to the 
Community's countries. It has also set up a special 
development fund to create jobs in urban areas and 
invited the European Community to make 


U.S. officials regard the program as significant in 
restoring economic vitality to the region. Since January 
1994, the United States has forgiven $183 million in 
concessional debt owed by members of the Community 
and agreed to join other Paris Club creditors in offering 
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debt reduction under enhanced Toronto terms to the 
poorest member countries.” 

The U.S. Agency for International Development 
(USAID) missions in the Community countries have 
partially reprogrammed existing funds in response two 
the new economic and social environment. The 
USAID is providing $17 million in new funds to the 
region in the following areas: education, health care, 
technical assistance in market liberalization, support to 
promote regional cooperation and trade, and suppor 
for West African researchers to monitor the impact of 
the new economic program. 


Debate Over the Program 


Continues 


Some private analysts remain skeptical about the 
Community's economic program. In particular, they 
doubt that the large-scale unilateral devaluation of the 
CFA franc will improve the member countries’ trade 
balances. They have advanced two major arguments. 
First, devaluation makes exports more competitive 
only as long as the competitors do not devalue their 
own currencies. The competitive edge of Community 
exporters derived from the devaluation of the CFA 


that compete for market shares with Community 
members. Although there have been no reports about 
such retaliatory devaluation, it may be too early to 
discount the possibility. 
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revenues might decline as a result of devaluation since 
export prices (expressed in foreign currencies) wouid 
decrease more than export volumes would increase. 
The bottom line of the skeptical view is that 
devaluation has cither made things worse or it has left 
things as they were before. 

The supporters of the program point to important 
periodic exemptions from the general rule that the 
elasticity of primary products is low. They argue that 
current market conditions mean a relatively high 
elasticity for a number of West and Central African 
products. Moreover, in a number of products, exporters 
in the Community are marginal and do not affect the 
world price. Therefore, a reduction in export prices, 
induced by the devaluation, could result in relatively 
significant increases in the sales volume and carnings 
of many exporters in the Community. Supporters of the 
program also point out that the program contains 
several measures, such as public projects for 
infrastructure development, private investment 
incentives, and regional integration, that are designed 
to engender economic growth w some extent 
independently of extra-Community trade. They also 
cite the determination of international organizations 
and the industrialized countries to see economic 
recovery get underway in West and Central Africa. 
Finally, they point out that the Community's program 
will be reinforced by the economic recovery 
anticipated in Nigeria and the Republic of South 
Africa, the continent’s two largest economies. 


U.S. Trade With the Region 

The Community is a minor trading partner with the 
United States. Community members represent only 
about 12 percent of total U.S. trade with Sub-Saharan 
Africa. (The largest U.S. trading partners in 
Sub-Saharan Africa are Nigeria, Angola, and the 
Republic of South Africa.) Total U.S. exports to the 14 
countries amounted to $396.0 million dur’ 4 1993, and 
imports from these countries amounted to $1.8 billion. 
U.S. exports to the group have been declining since 
1991 and are projected to decline further during 1994. 
The $1.4 billion deficit registered during 1993 is 
expected to widen during 1994. 

Gabon is the largest U.S. trading partner in the 
Community, followed by the Congo, the Ivory Coast, 
and Cameroon. Crude oil is the leading U.S. import 
from Gabon, the Congo, and Cameroon; cocoa and 
coffee are the largest imports from the Ivory Coast. 
The most significant U.S. exports to the four countries 
are machinery and equipment and cereals. The United 
States has relatively important market shares in 
Senegal, Mali, and the Ivory Coast. An eventual 
economic recovery in the Community, combined with 
the ongoing recovery in Nigeria and the Republic of 
South Africa, are expected to boost significantly U.S. 
economic contacts with Sub-Saharan Africa. 
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U.S-Caribbean Trade 
During the First 10 Years 


of CBERA 


their . 
The fundamental objective of CBERA and its 
parent, the Caribbean Basin Initiative (CBI), was to 


Act 


, — 1, 1994, marked the tenth anniversary of 
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Table 1 
U.S. trade with CBERA countries, 1984-93 


Share of Ay S. Share of U.S. 
Vear U.S. exports' the world U.S. Importe*  theworld U.S. trade balance 
Million dollars Percent Million dollars § Percent Million dollars 
1984... cic eceeeeeees 5,952.9 2.8 8,649.2 2.7 -2,696.4 
1985 once cee eeeeees §,743.0 2.8 6,687.2 1.9 -944.2 
|): | 6,064.6 2.8 6,064.7 1.6 0.1 
ee 6,668.3 2.7 6,039.0 1.5 629.3 
19BB cece e ee eeees 7,421.8 2.4 6,061.1 1.4 1,360.7 
1) | 8,105.0 2.3 6,637.4 1.4 1,467.6 
1990 occ ceceeeeeee 9,307.1 25 7,525.2 1.5 1,781.9 
|) 9,885.5 25 8,229.4 1.7 1,656.1 
1) 10,9017 2.6 9,425.6 1.8 1,476.1 
1 < 11,941.9 2.7 10,094.0 1.8 1,847.9 


' Domestic exports, f.a.s. basis. 
2 Imports for consumption, customs value. 


Source: Compiled from official statistics of the ''.S. Department of Commerce. 


During 1989-93, U.S. apparel imports from the 
Caribbean nations climbed by 126 percent, making 


years of the CBERA decade. It also illustrates that the 
category of “miscellaneous manufactured products,” 
which includes apparel, had become the dominant U.S. 
import category from the region by 1993. In addition to 
finished goods and components for apparel, this 
“miscellaneous” category also includes footwear 
uppers, scientific instruments, medical goods, and 
jewelry, which are leading imports under CBERA 
provisions. 


Table 2 shows that, in 1993, some two-thirds of 
overall U.S. imports from the Caribbean Basin were 
duty free under one of the following U.S. provisions: 


special provisions, including some CBERA 


proximity and lower production costs, even when (1) under the U.S.-value portion of imports in chapter 
compared with some Asian apparel producers. In 98 of the Harmonized Tariff System (21.2 percent); (2) 
addition, since the late 1980s some apparel products unconditionally under most-favored-nation (MFN) 
have benefited from a so-called Special Access column | tariff rates (20.8 percent); (3) conditionally 
Program (SAP) initiated to broaden CBERA benefits. under CBERA (18.8 percent); (4) under the General 
The SAP provides for participating CBERA System of Preferences (3.6 percent); or (5) under other 


amendments since 1992 (1.2 percent). 


The growth of U.S. imports from the Caribbean 
countries may be at least partly attributed to CBERA 
duty exemptions. Table 2 shows that CBERA was 
responsible for only $576 million, or 6.7 percent, of the 
total U.S. imports from the region in 1984. By 
comparison, imports entering the U.S. market duty free 
under CBERA amounted to $1.9 billion in 1993, when 
they were responsible for 18.8 percent of the total. 
Many leading duty-free imports under CBERA are 
nontraditional menufactured products in the 
“miscellaneous” category, but they also include certain 
aromatic drugs, ethyl alcohol, frozen concentrated 
vegetables, and flowers. These items reflect the 
accomplishment of Caribbean nations in diversifying 
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re 1 
U.S. imports from CBERA countries by product sector 
1984 
($8.65 billion) 
Machinery and transport 
equipment : 
5.49% All other goods 


Manutactures class. by mat. 
2.09% 


Miscellaneous manufactured 
articles 7.99% 


Chemicals 


2.67% Food and live animals 


Mineral fuels 
48.13% 
1993 
($10.09 billion) 
Machi andt 
—_ 
3.78% 


Food and live animals 
20.58% 


Mineral fuels 
12.67% 


Miscellaneous manufactured x ese enenes 
articles 47.51% 
Chemicals 
4.33% 
Note.—Product groups by S.I.T.C. classification (rev.3). 


Source: Compiled from official statistics of the U.S. Department of Commerce. 
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Figure 2 
U.S. exports to CBERA countries, by product sector, 1964 and 1993 


1984 
($5.95 billion) 


All other goods 
12.13% 


Machinery and transport 
vom 
24.40% 


Food and live animals 
13.84% 


Mineral fuels 
9.79% 
Manufactures class. by mat. 
14.88% 
Miscellaneous manufactured Chemicals 
articles 12.12% 12.86% 
1993 
($11.94 billion) 
All other goods 
12.11% 


Machinery and transport 
equipinent 
25.41% 


Food and live animals 
11.14% 


Mineral fuels 
6.15% 


Chemicals 
8.76% 


Manutactures class. by mat. \ 
13.99% 


a a a a a ee a a Se | 
SS ee ee eae 


a GE GEE GE Gee Game 


Miscellaneous manufactured 
articles 22.43% 


Note.—Product groups by S.1.T.C. classification (rev.3). 
Source: Compiled from official statistics of the U.S. Department of Commerce. 
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Table 2 


U.S. imports from CBERA countries, by duty treatment, 1984, 1986, 1988, 1990, 1992 and 1993 


Item 1984 1966 1968 1990 1992 1993 
(1,000 dollars, customs value) 
ST ensceceeeeeeese00eente00eeeesseneesescesenseess 8,649,235 6,064,745 6,061 ,054 7,525,208 9,425,616 10,094,033 
CE . 4,567,416 1,916,553 1,975,850 2,573,613 3,269,148 3,467,656 
HTS 0602.00.60 and 9802.00.80? ............cccceeeeceeeeees 587,560 261,632 427,144 520,107 863,225 1,108,532 
GAL (HTS 9602.00.8010) 00... .. ccc cece cece eee eeeeeeeenes N/A 693 57,366 112,770 226,200 284,459 
HTS DP Pecoceccacesesecesesesesesseseneseseeses NA 260,878 369,483 406,235 637,023 824,073 
CBERA reduced duty? .......... cece cece ee eeeeeeeeeeeeetes NWA N/A N/A N/A 20,418 38,069 
DTD o0000000eeseeneeeseeeteneensees ss 3eneesnseess N/A 1,654,921 1,548,706 2,053,706 2,376,505 2,321,255 
cce00095505005nnseerngsseetsetse1nsseseteet 4,081,819 4,148,192 4,065,204 4,951 305 6,156,467 6,626,177 
IIIb ieehinaan eeamenmnemneenenennnnannannes 2,170,537 2,340,473 1,027,912 1,968,007 2,097,079 2,101,160 
th Sihtnnateemeathasenceusnsecsecaseneesssets 575,994 670,711 790,941 1,022,686 1,496,556 1,865,544 
HTS 9802.00.60 and 9802.00.80’ ...........cccceeceeeeeees 587,560 612,118 906,518 1,153,325 1,777,260 2,144,210 
GAL (HTS 9602.00.8010) 00... ... cece cece cece ee eeee eens N/A 562 161,708 318,106 618,245 787,500 
HITS 0602.00.8050 . 0... ccc cece cece eee eeeeeeeeeeeeeeeees WA 611,513 744,723 815,542 1,158,839 1,356,638 
tl LLL 592,249 476,151 353,079 472,303 340,666 359,737 
PE? sneocecesecesessscees ceneesesseeenescesees 155,478 48,738 106,754 335,074 442,904 155,526 
Percent of total 

RT | 100.0 100.0 100.0 100.0 100.0 100.0 
Ce ee eT 52.8 31.6 32.6 34.2 34.7 34.4 
HTS 9602.00.60 and 9802.00.80? ............c cece ceeee eens N/A 4.3 7.0 6.9 9.2 11.0 
HTS 0802.00.8010 2... ccc cece eee e eee eee eeeeeees N/A (10) 1.0 1.5 24 2.8 
HTS 9602.00.8050 . 0... cece cece ee eee eees NA 4.3 6.1 5.4 6.8 8.2 
CBERA reduced duty? 2.0.0.0... ccc ccc cee eeee eee eeeeeeeeees NA N/A N/A N/A 0.3 0.4 
Other dutlable 0... cece cece eee nese eeeeeeeeeees NWA 27.3 25.6 27.3 25.2 23.0 
Duty-free value? 0... cece cece eee e tence eeeeeeeeeees 47.2 68.4 67.4 65.8 65.3 65.6 
epee ans o00ens600004h9eeesseTneeseeeelessntese 25.1 38.6 31.8 26.2 22.2 20.8 
TTT TTT re 6.7 11.1 13.0 13.6 15.9 18.5 
HTS 9602.00.60 and 9802.00.80 7 ... 0... cece cece cee eens 6.8 10.1 15.0 15.3 18.9 21.2 
HTS 9602.00.8010 . 0... ccc cece cece cere eee eeeeeeenes N/A (10) 2.7 4.2 6.6 7.8 
HTS 9802.00.8050 2.0.0... cece cece cece cece cece eee eeeeeees N/A 10.1 12.3 10.6 12.3 13.4 
ower TTTTITITITILITITTTTTL TTT iit iii iti iii 6.8 7.9 5.8 6.3 3.6 3.6 
STE o-n0000000000nenegeeennensless9900ns008} 1.8 0.8 1.8 4.5 4.7 1.5 


1 Reduced by the duty-free value of imports entering under HTS 9802.00.60 and 9802.00.80 and increased by the value of ineligible items that were 


‘alte cronaatieengaiad snd reurned Ud oh pots x manent 
of handbags, 10d and le wearing apparel subject to 20-percent duty reductions under the CBERA 


7661 Isnsny 


3 Value of | luggage, flat goods, work gloves, 
between | and 1996 -_ 
as dutiable value 
5 of that col. 1 a rate of zero. 
* Reduced by te valve of MEN duty ree mpore and neg tame On euee etpsnnaned ap extant atin Oo COE peaen edhe vie @ 
"PCaloulated ae. ' 90 of fer ————- _ " 


fr 
a value of MFN duty-free | and items th nder the GSP 
eraics are oh i. duty og impos anne tae hat ware meropre e rerio program 


~~, “ rounding, figures may not add to totals given. 
~ official statistics of the U.S. Department of Commerce. 
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their exports, partly in response to benefits and 
incentives codified in CBERA or those provided by 
CBI. Other top exports from the Basin that enter the 
United States under CBERA are traditional Caribbean 
products, such as beef, sugar, and bananas, which 
continue to play a significant role in the region’s 
economies. 

Products benefiting from CBERA gained in 
absolute and relative importance in overall US. 
imports from the Caribbean as regional traders 
gradually discovered how to take advantage of the 
program. Traders realized, for example, that 
country-of-origin conditions for U.S. duty exemptions 
are less stringent under CBERA than under the General 
System of Preferences (GSP). They also learned that, 
since CBERA II was enacted in 1990, CBERA has no 
statutory deadline, whereas the GSP program, which 
was Originally scheduled to expire in July 1993, now 
Operates under a 15-month extension. Traders 
responded by increasingly shifting their eligible 
exports from the GSP to the CBERA program. 

Benefits other than the duty exemptions afforded 
by CBERA boosted Caribbean production and exports 
as well. Within the framework of CBI, the United 
States assisted Caribbean countries with various 
programs in addition to the benefits codified in the 
original CBERA, CBERA IL, and other pertinent laws 
or regulations. Notably, the United States extended 
financial assistance to Caribbean Governments in 
exchange for their commitment to create a better legal 
environment for private-sector activity. As a result, 
foreign investors were attracted to the region and 
promoted the diversification process. Preferential 
financing of Caribbean ventures by Puerto Rico and 
the establishment of several Caribbean “twin-plants” to 
Puerto Rico-based U.S. companies under Puerto Rico’s 
own Caribbean Development Program (CDP) became 
an important instrument of diversification. In 1986, the 
United States enlisted Puerto Rico’s assistance in 
Caribbean industrial development by making the tax 
exemptions that are granted to U.S. companies located 
in Puerto Rico under section 936 of the Intemal 
Revenue Code (so-called section 936 funds) available 
for preferential financing of projects in Caribbean 
countries. 

In an ongoing investigation, the staff of the 
International Trade Commission recently questioned 
government and private industry representatives in 
Central America about their perception of CBERA’s 
importance in light of the still relatively small share of 
total regional imports entering the U.S. market under 
CBERA provisions. All persons interviewed were 
emphatic in affirming CBERA’s critical significance in 
contributing to Caribbean competitiveness in the U.S. 
market and its power to attract investment to the 
region. | 
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U.S. Exports 


Data show that, unlike U.S. imports, U.S. exports 
to the Caribbean kept up in the CBERA years with the 
expansion of U.S. exports to the world. The Caribbean 
share as a destination of overall U.S. exports dipped in 
some CBERA years only slightly below the 2.8 percent 
recorded in 1984 (table 1). In 1993, Caribbean 
countries accounted for 2.7 percent of U.S. exports to 
all countries, virtually the same in the tenth CBERA 
year as in the first. U.S. exports to the region doubled 
in current value since CBERA has been in existence, 
amounting to $11.9 billion in 1993, and up 9.2 percent 
over 1992. 


Manufactures dominated the composition of U.S. 
exports to the Caribbean countries even before the 
CBERA. In 1984, the four SITC manufactures sectors 
—chemicals and related products, manufactured goods 
classified chiefly by material, machinery and 
transportation equipment, and miscellaneous 
manufactured articles—accounted collectively for 64.3 
percent of all U.S. exports to the region (figure 3). The 
importance of manufactures in overall exports to the 
Caribbean became even more pronounced by the tenth 
CBERA year, when these four groups were collectively 
responsible for 70.6 percent of the total. 


U.S. exports increased in the first CBERA decade 
in all of the SITC categories shown in figure 3. Some 
agricultural products, including wheat, com, and 
soybeans, were leading U.S. export items throughout 
the period. Meanwhile, the relative significance of the 
four manufacturing groups shifted during the CBERA 
years. The share of miscellaneous manufactured 
articles expanded significantly on the export side as 
well as on the import side. Miscellaneous 
manufactured articles accounted for 12.1 percent of 
total U.S. exports to the Caribbean in 1984 and for 22.2 
percent in 1993. This group contains cut apparel pieces 
and other semifinished apparel products that reach the 
Caribbean as U.S. inputs for further processing and 
reenter the United States enhanced by value added in 
the Caribbean. It also includes scientific instruments 
and a variety of consumer items for which Caribbean 
demand increased in the first CBERA decade. 

The share of the “machinery and transportation 
equipment” category also increased. This group 
includes aircraft, automobile and automobile parts, and 
machinery and equipment and their parts, items for 
which the Caribbean market expanded due to 
modernization, diversification, and production sharing. 

Caribbean nations that actively promoted 
export-oriented investments and production sharing 
were the fastest growing markets for U.S. exports. 
Consequently, the increase in U.S. exports to such 
Caribbean countries as the Dominican Republic, Costa 
Rica, Guatemala, Jamaica, and Honduras outpaced 
U.S. exports to such countries as Panama, Trinidad and 
Tobago, the Netherlands Antilles, and the Bahamas. 
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Figure 3 
U.S. exports to CBERA countries, by product sector, 1984 and 1993 
1984 
($5.95 billion) 
All other goods 
12.13% 
Machinery and transport 
equ 
24.40% 
Food and live animals 
13.84% 
Mineral fuels 
9.79% 
Manufactures class. by mat. \:: feessesesene 
14.88% Senasasan 
Miscellaneous manufactured Chemicals 
articles 12.12% 12.86% 
1993 
($11.94 billion) 
All other goods 
12.11% 
Machinery and transport 
equipment 
25.41% 
Food and live animals 
11.14% 
A Mineral fuels 
6.15% 
Manufactures class. by mat. meseccuccesestease Chemicals 


13.99% Sescccscscsesssssessssse 8.76% 


J Ch Ce a Sr in Sh Aa | 


a an oan ame | 
) a Ga GD) Uae 


Miscelianeous manufactured 
articles 22.43% 


Note.—Product groups by S.1.T.C. classification (rev.3). 
Source: Compiled from official statistics of the U.S. Department of Commerce. 
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Source: Consumer Price indexes, Nine Countries, U.S. Department of Labor, July 1994. 
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selected countries and Jan. 1901-May 1904 
Trade balance, by tn Blo of 0 star: Exports sepa 1.0.0) aan an ate 


& 199 1904 5 
1902 1993 i” IV Dec. 1 Feb. Mar. Apr May 4 
-64.5 “115.7 -125.4 “111.7 “103.9 -129.1 -144.8 -114.9 144,5 -152,1 £ 
106.4 120.3 39.0 41.7 44,7 42.4 124.8 123.8 
12.1 13.3 4.1 3.8 3.4 4.2 13.5 8.6 
21.0 35.8 9.4 17.9 47.0 13,1 41,4 8 
38 iy f) ty d 
5.8 15. ' 2 1 
6.6 20.6 7.1 75 14.8 (2) (2) (2) 
a [aperes one adjusted to reflect change in U.S. Department of Commerce reporiing of imports at customs value, seasonally adjusted, rather than c.i.!. value. 
3 imports are {.0.b 
Source: Advance Report on U.S. Merchandise Trade, U.S. Department of Commerce, 19, 1994; Main Economic Indicators, Organization tor Economic 
Cooperation and Development, June 1994. aad 
U.S. trade balance, ' by major commodity categories and epectiind aartade, dap. 1801-iiny 1600 
by ad (In billions of dollars) 
1993 1994 
Country 1991 1992 1993 nt IV Dec. ! Feb Mar Apr. May 
Commodity categories 
AgricuRure ... 6.6... cece eeees 16.2 18.6 17.8 3.4 5.6 2.0 4.4 1.4 1.4 1.2 1.3 
Petroleum and se- 
lected 
(unadjusted) ............... -42.3 -43.9 -45.7 11.3 -10.7 -2.9 -9.6 -3.2 3.5 3.6 -3.8 
goods ........... -67.2 -86.7 115.3 -36.2 -32.8 -8.6 -29.1 -10.4 -9.5 9.7 -10.7 
Selected countries: 
Western Europe ............. 16.1 6.2 1.4 -2.8 -1.2 1 1 -5 3 1 -1.4 
er -6.0 -7.9 -10.2 -2.1 -2.8 8 2.7 -1.0 -.6 9 7 
panpeeeensnns sececcess -43.4 -49.4 -59.9 15.2 “17.1 5.3 15.0 -4.6 5.8 5.5 -4.4 
( D evceeece 13.8 “11.2 -11.6 -3.6 -1.6 2 1.6 7 -7 1.1 -1.0 
Unit value of U.S. imports 
of and 
products 
(unadjusted) ..............5. $17.42 $16.80 $15.13 $14.63 $13.52 $12.26 $11.80 $12.03 $11.78 $12.77 $14.04 


' Exports, f.a.s. unadjusted. Imports, customs value, unadjusted. 
2 Begrotne wth 1808, ture inaluse prockeutly undsoumorted enperte to Conede. 


Source: Advance Report on U.S. Merchandise Trade, U.S. Department of Commerce, July 19, 1994. 
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